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PRICE AND WAGE RESTRAINTS 
IN NATIONAL EMERGENCIES 





HE THREAT that another round of inflation will be 

set off by current business expansion and by govern- 
ment spending to meet the world crisis has made the Ken- 
nedy administration acutely aware of the need to take pre- 
cautionary action. The President recently made an un- 
usual appeal to steel industry leaders to hold down prices, 
and he promised to urge equal restraint on steél labor lead- 
ers next spring when a new wage contract is to be nego- 
tiated. When Kennedy addressed the nation on the Berlin 
crisis last July 25, moreover, he said he would ask Congress 
in January for any increase in taxes needed to balance the 
budget in the fiscal year 1963. Although the President 
seemed to soften that stand at a news conference on Oct. 
11, Secretary of the Treasury Douglas Dillon took pains to 
emphasize to the American Bankers Association at San 
Francisco six days later that “A balanced budget for fiscal 
1963 is exactly what President Kennedy intends to submit 
to Congress next January.” However, a large deficit is 
unavoidable in fiscal 1962. 


THREAT OF INFLATION IN PRESENT CRITICAL PERIOD 


Economic experts agree that the combination of a strong 
business expansion, rising international tension, and a 
large federal budget deficit generates powerful inflationary 
forces. The upturn in business from the recession of 1960- 
61 has been steady though not spectacular. Unemployment 
has remained at close to 7 per cent of the civilian labor 
force on a seasonally adjusted basis, but total employment 
has risen to record high levels.2. Aggregate personal in- 
come is setting new records each month. 


Soviet threats to the Western position in Berlin and in- 





1A deficit of more than $6.75 billion in the current (1962) fiscal year is now ex- 
pected, Treasury Secretary Douglas Dillon said on Oct. 17. 

2 Non-agricultural employment in September reached 61,372,000, a record for the 
month, although 4,085,000 persons (6.8 per cent of the civilian labor force, season- 
ally adjusted) were out of work and looking for jobs. 
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tensified Red guerrilla operations in Southeast Asia led the 
President to ask Congress last summer for $3.5 billion 
more than originally projected for military expenditures. 
Combined defense and non-defense appropriations voted by 
Congress this year were the largest in peacetime—$95.8 
billion, which was $12 billion more than the total appro- 
priated at the 1960 session. President Kennedy expressed 
confidence, July 25, taat the American economy was cap- 
able of sustaining appropriations of this magnitude, but 
additional strain will be imposed if the world situation 
worsens. 


A deepening atmosphere of crisis may induce hoarding 
of consumer goods, and business leaders may react to talk 
of controls by raising prices while they are still free to 
do so. Sensitive commodities, especially basic raw ma- 
terials, usually respond to crisis conditions with an upturn 
in prices. Prices of primary industrial materials advanced 
14 per cent between January and September 1961, and this 
advance may be reflected eventually in retail prices. 


Dangers of this sort are reduced for the time being, 
however, by the existence of ample room for expansion of 
economic activity to meet both increased defense needs and 
increased consumer demands. An estimated 20 per cent 
of plant capacity for major industrial goods is now idle. 
It has been pointed out that added defense spending in the 
current fiscal year will be small in comparison with in- 
creases during the Korean War. The increases then 
amounted to $21 billion in fiscal 1951, when the gross na- 
tional product was only two-thirds its present size, and to 
$16 billion in fiscal 1952. It has been asserted that: “The 
danger of inflationary pressure can be managed if the de- 
fense budget is increased gradually and if non-defense 
goods are consciously given up by means of a tax increase. 

. The main point is that modest increases in defense 


budgets, if well managed, should not produce any infla- 
tion.” 4 


The Consumer Price Index maintained a gradual ascent 
during the 1960-61 recession, as it had during the recession 
three years earlier. In August of this year the index was 
1.1 per cent higher than it had been in August 1960. An 


* See Congressional Quarterly Special Report “Congress—1961” (Oct. 13), p. 11, 
and “Congress—1960" (Sept. 23), p. 11. 


*Henry Rowan, National Security and the American Economy in the 19608 (study 
prepared for Joint Economic Committee of Congress, Jan. 30, 1960), p. 69. 
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average price rise of 1 per cent a year is widely regarded 
as within the limits of relative price stability. The history 
of prices in previous periods of business expansion, how- 
ever, shows that while consumer prices tend to remain 
stable during the early stages of a business recovery, they 
may start rising more rapidly later. 


VIEWS OF PRESIDENT’S CHIEF ECONOMIC ADVISER 


Walter W. Heller, chairman of the President’s Council 
of Economic Advisers, predicted at Hot Springs, Va., Oct. 
20, that the critical period when renewed inflation might 
halt the advance toward a full-employment economy would 
arrive in the second half of 1962. Addressing heads of the 
country’s largest corporations, at the autumn meeting of 
the Business Council, Heller found the prospect good for 
price stability in the immediate future, but he was appre- 
hensive lest the business upsurge stall before reaching the 
stage of full utilization of men and machines. 


By the middle of next year we will probably not have reached 
full employment, but we will have reached about the stage of the 
business cycle that we reached in 1959 and did not then manage 
to surpass. The test next year will be whether the surge of 
recovery will continue toward full employment or whether a 
revival of creeping inflation will hamper our efforts to use the 
full potential of the economy in the service of our national goals. 


Heller added that American ability to compete in world 
trade depended on limiting “the increase in money incomes 
—wage and non-wage both—roughly to the rate of produc- 
tivity increase.” In this effort, he said, the government 
had a two-fold obligation: “In the first place it can try by 
persuasion and by the encouragement of healthy competi- 
tion—both foreign and domestic—to induce both business 
and labor to conduct their negotiations and make their de- 
cisions in a way responsive to public as well as private 
interests. The second responsibility of government is this: 
The federal government pledges to use its traditional fiscal 
and monetary powers to defend the economy against infla- 
tion arising from excessive demands on our productive 
capacity, as well as against deflationary pressures result- 
ing from weak over-all demand.” 


EFFORTS TO HOLD THE LINE IN AUTOS AND STEEL 


Prices in the automobile and steel industries have en- 
gaged the attention of the administration as it has sought 
to carry out the first part of the two-fold obligation men- 
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tioned by Heller. President Kennedy said in a statement 
read by Secretary of Labor Arthur J. Goldberg, Sept. 14, 
that the over-all wage settlement reached a week earlier 
between General Motors and the United Auto Workers was 
“fair to the workers, fair to the industry and, in my opin- 
ion, will not lead to any increase in auto prices.” When 
new 1962 models were introduced, most of the car makers 
ostensibly had held the price line, although introduction of 
several wholly new models complicated cost comparisons. 


About 425,000 steelworkers received pay raises of from 
7c to 10c an hour on Oct. 1. This was the second pay boost 
under a labor contract signed Jan. 4, 1960; it advanced 
basic hourly wage rates in steel to between $2.27 and $4.37. 
It was the third pay raise since steel prices were last in- 
creased in August 1958. The October 1961 pay boost was 
estimated by industry sources to add $2 to $3 to the cost 
of producing a ton of steel. 


Company executives early last summer began talking 
about raising steel prices at the time the October wage 
increase went into effect. The President’s reaction was 
voiced at a news conference, Aug. 30, when he said his 
economic advisers had informed him that the steel com- 
panies could absorb the wage increase without advancing 
prices and still make “a good profit.” Kennedy added that 
he was concerned lest an increase in steel prices “set off 
another inflationary spiral and also make us less competi- 
tive abroad.” He warned a week later that a price in- 
crease might require the government to take action. Ina 
900-word letter to the heads of 12 leading steel companies, 
Sept. 6, the President stated: 


A rise in steel prices would force price increases in many 
industries and invite price increases in others. The consequences 
of such a development might be so grave—particularly on our 
balance of payments position—as to require the adoption of 
restrictive monetary and fiscal measures which would retard recov- 
ery, hold unemployment at intolerable levels and hamper growth. 
... I recognize . . . that the steel industry, by absorbing increases 
in employment costs since 1958, has demonstrated a will to halt 
the price-wage spiral in steel. If the industry were now to forego 
a price increase, it would enter collective bargaining negotiations 
next spring with a record of three and one-half years of price 
stability. It would clearly then be the turn of the labor represen- 
tatives to limit wage demands to a level consistent with continued 
price stability. The moral position of the steel industry next 
spring—and its claim to the support of public opinion—will be 
strengthened by the exercise of price restraint now. 
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Republican leaders in Congress immediately accused the 
President of threatening the steel industry with price con- 
trols. “What is a restrictive monetary measure if it isn’t 
control?” Senate Minority Leader Everett M. Dirksen (R 
Ill.) asked in a speech on the Senate floor, Sept. 6. Admin- 
istration advisers replied that the President had no inten- 
tion of imposing price controls but had been talking about 
such fiscal-monetary measures as tightening credit, reduc- 
ing the money supply, and increasing taxes. 


INDUSTRY AND LABOR OPPOSITION TO INTERVENTION 


Steel industry leaders made no pledges to forego a price 
increase. Chairman Roger M. Blough of United States 
Steel, the nation’s biggest steel producer and the industry’s 
traditional price leader, told Kennedy in a letter on Sept. 
13 that his company could not foresee the future trend of 
prices in any segment of the steel industry. He took issue 
with the President’s Council of Economic Advisers, which 
had predicted high steel profits in the coming year at pre- 
vailing rates of operation. Blough accused the council of 
“assuming the role of informal] price-setters for steel— 
psychological or otherwise” and asked: “Do we thus head 
into unworkable, stifling peacetime control of prices?” 

Reducing prices or avoiding price increases has great popular 
appeal [Blough continued]. But we cannot have it both ways. 

We cannot have inflationary wage increases, higher taxes and other 

rapidly increasing costs on the one hand, and enjoy reduced and 


unrealistic price levels on the other, without endangering national 
growth and jeopardizing jobs. 


David J. McDonald, president of the United Steelworkers 
of America, had written to the President on Sept. 8: 
“Wholly apart from any response which may be forth- 
coming from those to whom you addressed your letter, 
I want to communicate to you, Mr. President, the agree- 
ment and wholehearted acceptance by the United Steel- 
workers of America of the proposition that any collective 
bargaining settlement in the basic steel industry next year 
should give full weight and recognition not only to the 
needs of the workers [and] the stockholders, but also to 
the public interest.” McDonald said this had “always been 
the policy of the union.” Kennedy’s reply to McDonald, 
made public Sept. 14, declared that protection of the public 
interest “implies a labor settlement within the limits of 
advances in productivity and price stability.” 5 





5See “Wage Policy in Recovery,” E.R.R., 1961 Vol. I, pp. 441-458. 
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The administration’s position on wage restraint was re- 
stated by James Tobin, a member of the Council of Eco- 
nomic Advisers, in a speech on Oct. 3 to union economists 
in Washington. Tobin reportedly told the private gath- 
ering that the President intended to appeal, exhort, plead, 
or do whatever else was necessary, short of imposing con- 
trols, to maintain economic stability. His remarks were 
said to have stirred up questions and comments that at 
times became hostile. A further indication of possible 
trouble ahead was seen in remarks by Stanley Ruttenberg, 
the A.F.L.-C.I.0.’s research director, in a radio interview 
on Oct. 8. Ruttenberg insisted that some wage increases 
were needed and he warned that labor would “rise up in 
arms” against the President if he tried to freeze wages in 
such industries as steel. James B. Carey, secretary-treas- 
urer of the Industrial] Union Department of the C.I.0., said 
10 days later that labor could not agree to limit wage in- 
' ereases to increases in productivity. 


The President’s effort to prevent a price increase in basic 
steel was at least temporarily successful. When the higher 
steel wages went into effect on Oct. 1, there was no accom- 
panying price rise. Jron Age had acknowledged two weeks 
earlier that the President’s plea had made it less likely that 
steel prices would be increased in 1961, but it said that 
chances of a general increase had been “less than 50-50” 
before the President acted. Competition from steelmakers 
abroad and competition from aluminum, concrete, glass and 
plastics manufacturers at home were cited as factors work- 
ing against a steel price increase. 


OPINIONS ON THE CAUSES OF POSTWAR INFLATION 


The wage-price duel in steel illustrates a basic manage- 
ment-labor controversy over causes of inflation. Steel man- 
agement has pictured itself as battling to hold down prices 
in the face of extravagant wage demands and onerous gov- 
ernment tax policies; the steel union, using different sta- 
tistics, has contended that profits and productivity have 
outrun increased labor costs. 


A whole new terminology has been developed by econ- 
omists to express the different elements and policies held 
to be responsible in one way or another for inflation. Some 
say aggregate demand rising faster than aggregate supply 
“pulls up’ prices and wages (“demand-pull inflation’’). 
The rise in demand may be traced to a government deficit 


782 








Price-Wage Restraints in National Emergencies 


(“government inflation”), to an expansion of bank credit 
for private investment (“credit inflation”), to rising de- 
mand from abroad (“imported inflation”), or to an in- 
crease in gold production (“gold inflation”). Others say 
prices are being pushed up by wage increases forced by 
labor unions (‘“wage-push inflation’), or by business 
monopolies (“‘administered price inflation’). 


Because inflation in the United States over the past 15 
years has been characterized by both wage and price in- 
creases, and because statistics shed relatively little light 
on the causative factors, wide leeway has been left for 
differences of opinion as to the forces of most effect. Econ- 
omists generally have attributed the initial post-World War 
II price-wage increases to easy money influences and pent- 
up consumer demand carried over from the war period. 
Inflation occurring immediately after the outbreak of 
Korean hostilities in 1950 sometimes has been classified as 
demand inflation, while the inflation which followed the 
1954 recession has been associated with the investment ex- 
pansion of those years. More difficult to explain was the 
continued advance of prices and wages in the 1956-58 
period, during a part of which the economy was in reces- 
sion and much plant capacity lay idle. It was during this 
period that monopoly aspects of industry and organized 
labor came under suspicion as sources of inflation. In 
more recent years, a shift in consumer demand away from 
goods toward services has been seen as contributing to 
cost of living advances.® 


A growing body of professional opinion spreads the 
blame for inflation over labor, business and government. 
Walt W. Rostow, former professor of economics at Massa- 
chusetts Institute of Technology and now an adviser to 
President Kennedy on national security affairs, has stated 
that all three, by looking on inflation as a normal condi- 
tion of the economy, have acted “to perpetuate inflation 


= 


to the cost of the national interest.” 7 


Businessmen, according to Rostow, assume that money 
wages will continue to rise, and that they cannot afford to 
lower prices as productivity increases without endangering 
the profits it is their legal duty to protect. Price compe- 
tition, “the heart of a vital capitalism,” is thus radically 





®See “Control of Living Costs,” E.R.R., 1957 Vol. Il, pp. 685-702. 
7 Address at Harvard Business School, June 11, 1960. 
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decreased. Labor leaders, meanwhile, assume that prices 
will rise and, under heavy competitive pressures among 
themselves, press wage demands in excess of average in- 
creases in productivity. They believe that in this way they 
will obtain for workers a steady increase in real wages 
despite price increases. Finally, since there is no agreed 
standard to guide wage and price policy, government inter- 
vention in the major wage negotiations is based on “no 
criterion except to find a bargain which will get the nego- 
tiators out of the hotel room and the men back to work.” 
The ultimate effect, according to Rostow, “can only be 
government sanction of inflationary settlements.” 


Price-Wage Controls in Peace and War 


DIRECT CONTROL of prices and wages offers one means 
of dealing with inflation. In event of war, even a limited 
war, controls might well be imposed. In a situation short 
of war, the President and the Congress are loath to apply 


controls that depend for success on widespread public 
support. Kennedy said in a campaign speech in New York 
City, Oct. 12, 1960, that in times of crisis like the present, 
“Without resorting to the compulsion of wage or price 
controls, the President of the United States must actively 


use the powers of leadership in pursuit of well-defined goals 
of price stability.” 


President Kennedy has far-reaching powers to mobilize 
industry in a national emergency, including powers to al- 
locate scarce materials and expand defense production. 
This authority derives from the Defense Production Act of 
1950 as amended and from President Truman’s Korean 
War proclamation of national emergency, which never has 
been rescinded. The President does not now have power 
to impose controls on wages, prices, rents or credit, or to 
ration food or other civilian supplies. But in event of a 
calamity like a nuclear attack, he might have recourse to 
his implied constitutional ,owers. 


Many economists view as dangerous the present lack of 
any statutory presidential authority to take emergency 
stabilization action. They recall that such authority failed 
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to clear Congress until more than two months after the 
start of the Korean War. Inflationary forces, meanwhile, 
gathered strength and were never fully checked during the 
period of that conflict. 


Bills are introduced regularly in Congress to grant the 
President such authority, but no action has been taken in 
the absence of a direct request from the President himself. 
One of the more liberal measures, introduced by Sens. 
Richard L. Neuberger (D Ore.) and Alexander Wiley (R 
Wis.) in 1959, proposed a grant of authority that would 
enable the President to declare temporary price, wage and 
rent controls in event of war or national emergency, or 
“whenever he shall find on the basis of current reports and 
studies . . . that inflationary pressures existing within the 
economy threaten the economic stability of the nation.” 


Bernard M. Baruch, 91-year-old elder statesman and ad- 
viser of Presidents, was reported to have urged President 
Kennedy in September to ask Congress for stand-by pow- 
ers. Administration economists were pictured, however, 
as fearing that the debate engendered by such a request 
might in itself contribute to price increases and hoarding. 
It was pointed out also that drafts of emergency legislation 
in the possession of the new Office of Emergency Planning, 
succesuor to the Office of Civil and Defense Mobilization, 
could be rushed to Congress for immediate enactment if 
circumstances called for price and wage controls. A de- 
terrent to imposition of controls, except in time of great- 
est emergency, is the knowledge gained in three wars that 
such controls, to be fully effective, must be applied to both 
wages and prices, not just one or the other. 


CONTROLS DURING FIRST AND SECOND WoRLD WARS 


World War I provided the first demonstration that mod- 
ern warfare makes such heavy demands on a nation’s re- 
sources that a large measure of government direction and 
control over the economy is inevitable. Baruch in his auto- 
biography, Baruch: The Public Years (1960), describes 
the problems he encountered, as one of President Wilson’s 
lieutenants, in trying to obtain the voluntary cooperation 
of industry in the country’s huge mobilization effort of 
1917-18. It was not until March 1918, for example, that 
the War Industries Board, reorganized with Baruch as 
chairman, was given adequate powers to enable it to sub- 
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ject industry to some degree of price regulation. Powers 
exercised by the Food Administration, the Fuel Adminis- 
tration and certain other agencies brought a measure of 
price control to other sectors. 


“In 1917, the principle that a sound mobilization pro- 
gram must adapt the law of supply and demand to the 
needs of war was considered revolutionary,” Baruch wrote. 
“Because we ignored this principle, we floundered during 
the first year of the war while shortages developed, pro- 
duction lagged, prices rose, and many profiteered.” Even 
after the reorganization, however, the War Industries 
Board’s powers were limited. It could not arbitrarily fix 
prices; it could only seek agreement on prices through 
negotiations with producers and make recommendations to 
the President. 


Relatively effective control over industrial prices finally 
was secured through the board’s power to requisition ma- 
terials and to grant priorities for fuel and transportation. 
Regulation of steel prices was brought about by “volun- 
tary”’ agreement after Baruch threatened industry leaders 
with seizure of the mills. As the war came to a close, the 
government was moving toward control of prices in the 
whole range of consumer goods. Baruch said: “Our ex- 
perience taught that government direction of the economy 
need not be inefficient or undemocratic, and suggested that 
in time of danger it was imperative.” 


Inflationary forces got a head start in the months pre- 
ceding the Japanese attack of Dec. 7, 1941, on Pearl Har- 
bor. Congress rejected proposals to put over-all controls 
on wages, prices, rents and farm prices, and it was not 
until Jan. 30, 1942, that a price control act was approved. 
Even then, the authority of the Office of Price Adminis- 
tration to fix prices was not to apply to farm prices until 
they had reached 110 per cent of parity. As early as April 
27, 1942, President Roosevelt called for reconsideration of 
the formula for farm prices. Failure of Congress to move 
on that recommendation led the President on Sept. 7, 1942, 
to demand passage of new legislation by Oct. 1 and to 
threaten independent executive action if Congress con- 
tinued to lag. 


The Stabilization Act of Oct. 2, 1942, not only changed 
the pricing formula for agricultural commodities. It also 
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directed the President to issue a general order stabilizing 
prices, wages, and salaries so far as practicable at Sept. 
15, 1942, levels with subsequent adjustments necessary to 
correct gross inequities or to aid in prosecution of the war. 
Wage stabilization already had been initiated through the 
“Little Steel formula” of July 12, 1942, under which the 
National War Labor Board sought to limit wage increases, 
in labor disputes cases coming before it, to amounts needed 
to compensate for a 15 per cent rise in living costs between 
Jan. 1, 1941, and May 1942. The board made it clear that 
it did not intend to allow further increases even if the cost 
of living continued to rise. But both the Little Steel for- 
mula and the Stabilization Act dealt only with basic wage 
rates. Neither placed any limit on weekly earnings, which 
were being constantly increased by overtime pay, bonuses, 
upgrading of jobs, and a general labor shift from low-pay 
to high-pay occupations.® 


On Aug. 18, 1945, four days after announcing the sur- 
render of Japan, President Truman issued an executive 
order authorizing increases in wages without prior gov- 
ernment approval “upon the condition that such increases 
will not be used in whole or in part as the basis for seeking 
an increase in price ceilings.”” Labor’s demands for imme- 
diate increases were so sweeping that employers refused to 
go along without assurance of price relief. After strikes 
in the auto, steel and coal industries, the President by ex- 
ecutive order in February 1946 modified price control ar- 
rangements to allow increases “consistent with the general 
pattern of wage or salary adjustments.” 


The last pretense of rigid wage control by the govern- 
ment disappeared in September 1946, when over-ceiling 
pay increases were granted to striking A.F.L. maritime 
workers. Decontrol of meat prices and of a large number 
of other food items followed in October, and the vestiges 
of wartime price and wage controls still remaining soon 
disappeared. 


Bim FOR CONTROLS IN 1947; KOREAN WAR CONTROLS 


Economists now believe that controls should have been 
retained longer. Too much money chasing too few goods— 
the classic symptom of inflationary forces at work—made 
price stability impossible in the absence of formal] restraints 
during the immediate postwar years. The mounting cost 


8See “Decontrol of Wages,” E.R.R., 1946 Vol. II, pp. 747-7561. 
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of living caused C.I.0. President Philip Murray to urge 
President Truman in September 1947 to call Congress, then 
in recess, back to Washington to re-establish price controls 
and “impose full taxes on extortionate profits.”” The Con- 
sumer Price Index, which averaged 83.4 for the year 1946, 
rose to nearly 100 in late 1947 (1947-49=—100). 


When the Republican-controlled Congress finally recon- 
vened on Nov. 17, 1947, Truman asked authority to fix 
price ceilings for products in short supply and to impose 
wage ceilings where necessary to make price ceilings ef- 
fective. Support for the proposal waxed and waned but 
never attained majority proportions before final adjourn- 
ment of the 80th Congress in mid-1948. Sharp breaks in 
prices of grains, meats and other commodities in February, 
and signs that production of manufactured goods was over- 
taking demand, strengthened the opposition. In fact, prices 
were then entering a period of relative stability that con- 


tinued until outbreak of the Korean War at the end of 
June 1950. 


The emergency economic powers requested by President 
Truman in July 1950 did not include authority to control 
prices. The President said that “If a sharp rise in prices 
should make it necessary, I shall not hesitate to recommend 
the more drastic measures of price control and rationing.” 
Congress nevertheless included in the Defense Production 
Act of Sept. 8, 1950, a grant of price-wage-rationing pow- 
ers to continue until June 30, 1951. The day after he ap- 
proved the act, the President created the Economic Stabil- 


ization Agency to formulate and administer price and wage 
stabilization policies. 


Despite a steady rise in prices, it was not until Nov. 30, 
1950, that a Director of Price Stabilization, Michael V. 
DiSalle, was appointed. Ensuing indecision as to whether 
price controls should be voluntary or compulsory, selective 
or general, was not fully resolved until several more months 
had passed. An appeal to business and industry in De- 
cember to hold prices voluntarily at Dec. 1 levels proved 
ineffective. On Jan. 26, 1951, orders were issued freezing 
wages as well as prices at the highest levels attained in a 
base period running from Dec. 19, 1950, through Jan. 25, 
1951. A new general order on manufacturers’ prices was 
issued in April 1951; later orders tailored price regula- 
tions to individual industries. 
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Attempts to combat price rises thus were handicapped 
by a late start. By February 1951, when effects of the 
price freeze were first reflected in price indexes, consumer 
prices as a whole were 8 per cent above the pre-Korea 
month of June 1950. Thereafter they continued to ad- 
vance, despite the freeze, though at a much slower pace. 


Dilution of price and other anti-inflation controls was 
speeded by the 1952 renewal of the Defense Production 
Act. The new law broadened allowances for costs and 
margins, entirely exempted from price control all fresh 
and processed fruits and vegetables, and restricted the area 
of rent control. It also exempted from wage controls all 
agricultural workers and all workers in establishments 
employing no more than eight persons. 


Demands from organized labor, reinforced in some cases 
by strikes, led to progressive liberalization of wage con- 
trols. By the end of 1952, all except about 35 per cent of 
the items included in the general freeze of prices had been 
freed from control. When President Eisenhower took of- 
fice in January 1953, the wage and price stabilization pro- 
gram existed more in form than in substance, and the new 
President quickly honored his campaign pledge to rely on 
indirect monetary controls rather than direct economic 
controls to hold inflation in check. A rapid-fire series of 
orders, beginning Feb. 6, 1953, liquidated all price and 
wage-salary controls within a period of six weeks.® 


LIMITS ON EFFECTIVENESS OF ECONOMIC CONTROLS 


Experience with direct control of prices and wages in 
three wars shows that such restraints are adopted only 
with the greatest reluctance. Maintenance of controls 
has proved virtually impossible after hostilities have ceased, 
even though they might have been useful in halting infla- 
tion in the early stages of reconversion from war to peace. 
And wage and price controls have demonstrated at best 
the capacity, as one economist put it, “to slow a potentially 


runaway inflation down to an accelerated creep, but not 
to eliminate the creep.” ?° 


Critics of price-wage control proposals contend that the 
World War II controls had to be abandoned prematurely 





®*See “Future of Price and Wage Controls,” E.R.R., 1952 Vol. Il, pp. 861-873. 


% John M. Clark, “The Wage-Price Problem,” (paper submitted to Senate Banking 
and Currency subcommittee on production and stabilization, Feb. 26, 1960). 
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because they had, in effect, already broken down of their 
own weight. Black-market activities had become wide- 
spread, and producers were circumventing price freeze 
provisions by reducing quality. That large amounts of 
meat animals were being illegally slaughtered and sold was 
shown when, within a month after O.P.A. controls on meat 
prices were removed in October 1946, employment in the 
packing industry jumped from 93,000 to 163,000. 


Failure of controls fully to prevent inflation during 
World War II was evident. The Consumer Price Index— 
which did not reflect quality deterioration or black market 
operations—rose from 63 in 1941 to 77 in 1945 (1947-49=— 
100). A study by the economic research department of 
the U.S. Chamber of Commerce in 1959 reached the con- 
clusion that: 

Any comprehensive price or wage control system is unworkable, 
except in relatively brief periods of great national emergency, 
when the people can be united by pressing national objectives 
which override day-to-day calculations of personal economic self- 
interest. . . . Only the prospect of disaster, military defeat or a 
clear and present danger of U.S.S.R. supremacy would be sufficient 
to make a widespread system of controls workable for long. 


A RAND Corporation economist has questioned whether 
traditional price controls and a commodity rationing sys- 
tem would be at all appropriate in the post-attack period 
of an all-out nuclear war. Stephen Enke points out that 
traditional controls, with their frozen maximum prices, 
are predicated on an approximate continuation of past mar- 
ket conditions. “If demands and supplies vary markedly 
[as they almost certainly would in the aftermath of nuclear 
attack] . .. historic prices are no longer valid.” He ad- 
vances a plan for “multiple consumer accounts,” under 
which the government could more easily block or subtract 
excess purchasing power.!! 





“Stephen Enke, “Controlling Consumers in the Event of Future Wars,” Quarterly 
Journal of Economics, November 1958, p. 558. 
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THE FIRST LINE of defense against inflation is made 
up of monetary policy and, to a lesser extent, fiscal policy. 
Restraints on expansion of credit, exercised mainly through 
raising of interest rates, help contain price pressures but 
at the same time may hold back needed expansion of busi- 
ness. Democrats have charged that the hard money (high 
interest) policy followed by the Eisenhower administration 
helped to bring on the recessions of 1953-54 and 1957-58. 


Federal Reserve Board Chairman William McChesney 
Martin, Jr., long has held that monetary measures will 
effectively curb inflation only if applied in conjunction with 
sound government spending and taxing policies. Economists 
agree that a certain amount of inflation can be avoided 
through moderate tax increases to limit demand in the 
private sector of the economy. The danger is that a drop 
in consumer spending will trigger an economic decline fully 
as painful as the inflation it replaces. 


A variety of other quasi-monetary devices are available 
as anti-inflationary weapons in certain situations. Walter 
W. Heller, now chairman of the President’s Council of 
Economic Advisers, indicated the range of these possibilities 
in testimony, Oct. 29, 1959, before the Joint Economic 
Committee of Congress. “If inflationary excesses arise out 
of a particular segment, be it the consumer-credit segment 
or the housing segment, or the capital investment sector,” 
he stated, “we should not shrink from selective controls 
over consumer credit, mortgage credit, and depreciation 
allowances. Such controls are not an open invitation to 
direct controls over prices and wages, even though they 
depart from the complete impersonality of broad-brush 
monetary and fiscal controls.” Heller and other adminis- 
tration economists also have advocated exploring ways of 


using swift changes in tax rates to combat either recession 
or inflation.’ 


One means of discouraging price and wage increases in 
certain sectors of the economy would be to reduce or elim- 
inate tariffs on imports of goods that would compete with 
domestic products. A report of the Joint Economic Com- 
mittee has noted that foreign competition in recent years 


12 See “Flexible Taxation,” E.R.R., 1961 Vol. I, pp. 128-140. 
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“has probably been the most effective restraint on the 
exercise of market power in several industries.” The com- 
mittee recommended, to help hold such market power in 
check, that the United States continue its long-standing 
policy of gradual tariff reduction.” 


ACTION TO CURB POWER OF UNIONS AND INDUSTRY 


For those economists who see big labor or big industry 
as the villain of postwar inflation, the solution resides in 
curbing the power of one or the other or both. It has been 
suggested, for example, that nation-wide unions be broken 
up into smaller units. Of this proposal the late Sumner 
H. Slichter, professor of economics at Harvard University, 
wrote: “But there would be rivalries among the new unions 
and each would feel a strong urge to make a better settle- 
ment than any of the others. Hence, there is little reason 
to expect that breaking up unions would as a general rule 
diminish their upward pressure on wages.” !4 


President Kennedy’s Council of Economic Advisers has 
implied that the forces of competition could be strength- 
ened, and price stability encouraged, by vigorous enforce- 
ment of the antitrust laws as they apply to industry. Ina 
statement to the Joint Economic Committee, March 6, 
the council stated that “Some excessive price increases in 
1955-58 might not have occurred if market control had 
not been so strong.” 


During Senate debate on steel pricing policies, Aug. 22, 
Sen. Albert Gore (D Tenn.) suggested that the antitrust 
division of the Justice Department study the possibility of 
dividing the large steel companies into smaller companies 
“so that true competition . .. may be restored.” If that is 
not feasible, Gore would subject steel prices to utility-type 
regulation like that now carried out by government agencies 
in such fields as rail, air, truck, bus and pipeline trans- 
portation. 


PROPOSED RECOURSE TO FACT-FINDING PROCEDURES 


Where wages and prices are concerned, a growing num- 
ber of economists believe there is a place for fact-finding 
bodies which, like emergency boards appointed by the Pres- 
ident to consider labor disputes under the Railway Labor 


8 Joint Jjweente Committee, Employment, Growth, and Price Levele (Jan. 26, 
1960), p. 53. 


% Sumner H. Slichter, “Wages, Prices and Productivity,” Monthly Labor Review, 
August 1959, p. 871. 
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Act, would have power to make recommendations.5 Such 
bodies would be expected to clarify the issues and bring 
the force of public opinion to bear in support of fair wage 
settlements and price decisions. It is proposed, as a rule, 
that fact-finding procedures be invoked at the discretion 
of the President. 


Some legislation proposed on this subject would apply 
the procedure only to price increases, not wage increases. 
This approach is attacked by businessmen on the ground 
that it is based on a faulty assumption: that a few domi- 
nant corporations control the prices of basic products. 
Business leaders contend also that the procedure would 
prevent some price reductions which otherwise would be 
made. A company, knowing it would have to justify future 
price increases, would be reluctant to make any cuts 
when there was reasonable expectation that cost increases 
were in the offing. 


Organized labor has been wary of plans to have wage 
demands reviewed by fact-finding bodies. A bill giving 
the President authority to hold fact-finding hearings on 
both wages and prices under certain circumstances was 
reported by the House Government Operations Committee 
on June 12, 1959, but not brought up for floor action. One 
of the underlying objections of some members of Con- 
gress to creation of a Cabinet-level Department of Con- 
sumers, a long-cherished goal of Sen. Estes Kefauver (D 
Tenn.), is the fear that such a department would try to 
intervene in price and wage matters. 


LABOR-INDUSTRY COOPERATION FOR PRICE STABILITY 


One of the more comprehensive plans for a government- 
sponsored program of cooperation by business and labor 
for price stability was outlined in mid-1960 by Walt W. 
Rostow. Based on his belief that business, labor and gov- 
ernment were acting to perpetuate inflation, Rostow pro- 
posed, first, that the government formulate a statement 
of national policy declaring that increases in real wages 
should approximate the average increase in labor produc- 
tivity for the economy as a whole. The policy statement 
would be accompanied by an agreed definition of an appro- 
priate index to measure changes in average labor pro- 
ductivity. 
~ 28 Fact-finding boards appointed under the national emergency provisions of the 


Taft-Hartley Act lack power to make recommendations. See ‘“Fact-Finding Boards 
in Labor Disputes,” £.R.R., 1949 Vol. II, pp. 622-627. 
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The Rostow plan would provide, secondly, for wage-price 
agreements between labor and management in key indus- 
tries aimed to hold down prices and stabilize wage rates. 
The Department of Justice, meanwhile, would survey the 
economy with particular attention to price competition, 
while the government adapted fiscal and monetary policies 
to reduce unemployment to a tolerable minimum. New 
farm legislation and moves to increase productivity over 
a wide front completed Rostow’s design. “What I am pro- 
posing,” he said, “is that government intervention be 
made—when it is necessary—in the light of a clear, even- 
handed national policy, understood by the public, backed 
by congressional action.” 1* 


At present the administration’s chief instrument for 
winning voluntary compliance with its wage-price policy 
is the Advisory Committee on Labor-Management Policy, 
established by President Kennedy last Feb. 16. The Presi- 
dent told the committee at its first meeting, March 21, 
that its purpose was “to give direction to the general move- 
ment of wages and prices so that the general welfare of 
this country can be served.” Most observers doubt, how- 
ever, that the 21-member group, composed of representa- 
tives of government, business, labor and the public, can 
reach any meaningful consensus on a national wage or 
price policy. 


The President clearly expects to use the good offices of 
the government whenever possible to prevent increases in 
prices or wages that he considers unjustified. Moral suasion 
is the most informal of all weapons against inflation, and 
exhortation alone, without strong public opinion behind it, 
is unlikely to be very effective in ordinary circumstances. 
However, industry and labor may be amenable to presiden- 
tial appeals in times of national emergency, particularly if 
there is a prospect that controls will be applied if the call 
to public responsibility is not heeded.” 


% Walt W. Rostow, “The Problem of Inflation and Productivity in U.S.A.,"” Com- 
mercial and Financial Chronicle, June 30, 1960, p. 13. 

1 President Kennedy in his book Why England Slept, written as a Harvard senior 
in 1940, observed: “The essence of democracy is voluntary action and cooperation. 


But you cannot get efficient voluntary action in a democracy unless people feel that 
sacrifices are essential.” 
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